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Introduction
The global outward FDI stock which stood at US$ 14 million in 1970 increased over 140 times to almost US$ 2,000 by 2007 (Table 1) . Of importance also is the fact that a large part of the upsurge in global FDI has been due to mergers and acquisitions (M&As) as opposed to "Greenfield" FDI (Evenett, 2004) .
According to UNCTAD (2000 UNCTAD ( , 2007 there were almost 7000 M&A deals globally in 2006 valued at around US$ 880 billion, having peaked in 2000 at almost US$ 1200 billion. 1 In comparison, there were a negligible number of deals pre 1980 and a relatively modest US$ 150 billion worth of M&A deals in 1990
( Figure 1 ). Also noteworthy is the growing significance of developing Asia in these cross-border M&As, both as sources of finance as well as destinations of investments (UNCTAD, 2007) . These cross-border M&A flows have deepened the economic integration of developing Asia with the global economy. Despite the rising prominence of M&As, the literature on the subject remains rather limited in general, but particularly with regard to developing Asia. 2 What are the main drivers of M&As in the region with particular emphasis on the role of finance, including financial risks (market risk and liquidity risks)? Are there differences between developing Asia's M&A transactions with the rest of the world versus intraregional M&As? These are some of the issues explored in this paper.
The paper is organized as follows. Section 2 discusses general definitions of M&As and data sources and trends in M&As into Asia at the aggregate level. Section 3 conducts a simple empirical exercise on the determinants of M&As in these economies using an augmented gravity-type model framework with a novel dataset of bilateral M&A purchases in developing Asia over the period [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] . As noted, particular emphasis is paid to the roles of financial drivers of M&As in the region, particularly financial risks. Section 4 concludes the paper.
Cross-border M&As in Developing Asia
How significant is developing Asia in cross-border M&As; which countries specifically are the most prominent players; and what is the extent of intra-regional M&A transactions? These are the questions explored here. We define developing Asia as most of East, Southeast and South Asia excluding Japan. constituting a total value of $583 billion or two-thirds of the total value of global cross-border M&As. The global credit crunch appears to have sharply curtailed the number and value of M&A activities domestically as well as globally (UNCTAD, 2008) , at least temporarily. We analyze the impact of liquidity conditions on M&A activities to developing economies in Section 3 of this paper.
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For an in-depth discussion of bilateral FDI flows to developing Asia, see Hattari and Rajan (2008a,b) . For recent academic studies on the determinants of cross-border M&A activity, see di Giovanni (2005) who focuses on financial and macroeconomic determinants and Rossi and Volpin (2005) who emphasize the importance of accounting standards and stronger shareholder protection. In contrast to the conventional international economic literature, there has been a much more active literature in finance as well as management on valuation and performance of M&As both cross-border as well as domestic.
Aggregate M&A Sales to and Purchases from Developing Asia
Aggregate M&A data are available from UNCTAD which uses data from Thomson Financial and focuses only on transactions with over 10 percent equity stake (to be consistent with the definition of Foreign Direct Investment or FDI). We concentrate here only on M&A deals that are completed rather than announced. Clearly this spike in sales was a combination of fire-sales possibly due to the depressed asset values compared to the pre-crisis period, as well as the simultaneous liberalization of foreign ownership regulations in crisis-hit Asian economies (Mody and Negishi, 2001 deals (worth on average US$ 361 million) are from developing Asia themselves, and the rest are from other developing economies in our country samples (63 deals worth on average is US$ 247 million). Figure 4 shows the country breakdown of foreign acquirers of assets in developing Asia. Interestingly, almost 50 percent is from other developing Asian countries (i.e. intra-Asia), followed by the US and the EU. Concentrating on just intra-regional deals which appear rather large, we see that on average over our sample period, China has the highest M&A purchases of above US$600 million ( Figure 5 ) while Hong Kong has the highest M&A sales of around US$600 million ( Figure 6 ). In the case of FDI data, a signficant degree of round-tripping is observed (Rajan and Hattari, 2008a According to Zephyr, "(w)hen the bidder is an investment trust or pension fund, then the threshold is raised to 5 per cent." Unfortunately the various private sector companies that collect M&A data do not appear to use standardized methodologies or definitions making it tricky to compare across databases.
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At times, and in order to get a complete picture of on-goings, we combine the UNCTAD data with the Zephyr data. Apart from these, companies in China, Taiwan, Malaysia, India and Korea were important targets for intra-regional investments.
Empirics
Having analyzed broad trends and patterns in cross-border M&As in developing Asia, we aim to understand the main financial determinants of such flows. We start at a general level but focus specifically on the purchases in developing economies, especially developing Asia.
The theory on M&A is limited primarily to domestic activities (for instance, see review in Gugler et al., 2008) . Head and Ries (2008) offer a theoretical basis for a gravity model of cross-border M&As.
Accordingly, we estimate an augmented gravity model to understand the main drivers of cross-border M&As in developing Asia. Since a large share of our dependent variable is zero observations, our econometric analysis follows di Giovanni (2005) and Hattari and Rajan (2008a,b) by computing a Tobit model using the two-step procedure. First, a probit model is estimated for whether a deal is observed or not conditional on the same right-hand variables as in equation (1), and the inverse Mills ratio (IMR) is constructed from the predicted values of the model. Second, a regression is run to estimate equation (1) including the inverse Mills ratio as a regressor. For useful overviews of the linkages between Hong Kong and Mainland China and the importance of the former as a financial source for many Mainland enterprises, see Cheung and Yeung (2007) , Leung and Unteroberdoerster (2008) and Shi and Tsang (2006) . 
Model
The baseline specification of our estimated model is outlined below: 14 We expect the coefficients of the real GDP of the source and destination countries to both be positive as they proxy for masses which are important in gravity models. A destination country that has a large market tends to attract more capital flows, in our case M&A deals. The sign of the source country size is ambiguous. While large real GDP indicates greater aggregate income and therefore higher ability to invest abroad, small real GDP implies limited market size and consequent desire by companies to expand their wings overseas to gain market share. The sign for distance from the source to the host country should be negative, as greater distance between countries makes a foreign operation more difficult and expensive to supervise and might therefore discourage M&A deals.
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For more information, see CEPII's website at http://www.cepii.fr/. 13 We draw on Hattari and Rajan (2008a,b) and de Giovanni (2006) as our starting point. 14 According to CEPII's website, geographical distance is calculated following the great circle formula which uses latitudes and longitudes of the most important cities/agglomerations (in terms of population). We augment the basic gravity model with financial variables. We hypothesize that easier credit availability (proxied by greater M2-to-GDP) in the source country will translate into more M&A deals. We also included four measures of financial risks, all of which should reduce M&As purchases in that country. We included the volatility of stock market of the host country as a proxy for domestic market risk by calculating the rolling standard deviation of the host countries' stock market daily data within a year. We also calculated the rarte of depreciation/appreciation of the bilateral real exchange rates by taking the change in the natural log difference of period t and period t+1 as a measure of exchange rate-related market risk (measured per unit for host currency). We proxy the (il)liquidity risks by looking at the stock market turnover ratio which is defined as the total value of shares traded during the period divided by the average market capitalization for the period. We used a financial openess index in the host country to test whether financial openess in general can lead to more M&A deals between emerging Asia economies when controlling for other factors.
Empirical Results
Equation (1) is our baseline model. We then interact each of our control variables with Developing Asia as source countries and with intra-developing Asia M&A deals so as to establish whether the results change when we move from a global to regional perspective.
Global Baseline
In our global specification of Table 5 (i.e. including all countries in our database) the distance variable is statistically and economically significant. Greater distance between the host and source country tends to lower bilateral M&As. Despite all the hype about the "death of distance" and the "world being flat" (see Ghemawat, 2007 for a critique), cross-border economic transactions remain hampered by physical distance which may be proxying transaction costs and/or information gaps. 15 As expected, larger countries experience greater purchases and sales of M&As. The level of liquidity in the source country positively impacts the level of M&As in the host country. A 1 percent increase in the M2-to-GDP ratio in the source country is associated with a 2 percent increase in M&As to the host country and this result is statistically signficant, signalling that the source/availability of funds is important. Greater real exchange rate variability appears to deter bilateral FDI flows. With regard to the financial risk variables, market risks in the host country proxied by stock market volatility appear to deter M&As to that country (statistically signficant at the 10 percent level), while the result on the liquidity risk's impact is statistically significant but economically not very signficant. A host country that is more financially open seems to attract more 15 The persistence of the distance puzzle is fairly robust across different types of cross-border activities. See Loungani et al. (2002) in the case of trade and FDI, Coe et al. (2007) and references cited in the case of trade, and Portes and Rey (2005) in the case of portfolio flows. Hattari and Rajan (2008a,b) find the distance elasticity to be statistically and economically significant in the case of intra developing Asian FDI flows. Hattari and Rajan (2008b) suggest is may be proxying for time zone differences or information gaps. M&A deals flows, this result being highly sign ficant both economically and statistically. Overall, financial variables -liquidity as well as risk --clearly impact cross-border M&A transactions.
Robustness checks:
To be sure of our baseline regression we undertook some robustness checks. First, given the importance of China-Hong Kong transactions we excluded the China-Hong Kong observations.
As can be seen from Table 6 .1, results remained unaltered. In other words the results are not driven or impacted by China-Hong Kong M&A transactions. Second, given the possibility that the error terms are likely autocorrelated, we also re-estimated the regression to report the HAC standard errors. Once again the results remain highly robust. Table 6a includes dummy interactions for the various control variables with developing Asia as a host. As can be seen, the basic gravity and the augmented models remain broadly consistent with the results in Table 5 . There are three things worth highlighting once we interact our augmented model with developing Asia as a host. First, the liquidity risk elasticity which was marginally positive now turns marginally negative but is not economically significant. Second, there is some evidence that real exchange rate volatility hurts M&As to developing Asia relatively less than it hurts global M&A flows (elasticity decreasing by 0.5), though this result is not statistically significant. Third, and most noteworthy, the financial openness appears to be especially important for foreign M&As of firms in developing Asia, this result being highly statistically and economically significant. Table 6b examines the specific determinants of intra-(developing) Asian M&As. Once again the basic augmented gravity model remains intact. There are four things worth highlighting once we interact our augmented model with the intra-(developing) Asian dummy. First, there is some evidence that real exchange rate volatility hurts intra-Asian M&As relatively less than it does global M&A flows (elasticity in absolute terms decreasing by almost 1), though this result is not statistically significant. Second, availability of credit in the source country appears to be relatively more important to intra-Asian M&As, with the elasticity rising by 0.6 and the result being somewhat significant statistically (at the 10 percent level). Third, intra-(developing) Asian M&As appear to be especially sensitive to market risks, with the elasticity in absolute terms rising by almost 1. Fourth, the financial openness also looks to be especially 16 We also ran the regression using within host country effects, and the results were still robust. Using within country effects eliminates the transaction cost variable that we have in our specifications, i.e. distance. These results are available from the authors on request. These checks were suggested by the referee. We thank the referee for these suggestions. 
Conclusion
Developing economies have experienced a surge in cross-border M&As over the last two fifteen years. In many cases M&As have been the predominant form of FDI. Despite this, the academic literature on the subject has been fairly thin, owing possibly to the lack of data. This paper has attempted to fill this void by analyzing trends, patterns and determinants of M&As in developing economies. Particular focus has been on developing Asia (i.e. most of East, Southeast and South Asia excluding Japan) which has experienced especially robust growth in cross-border M&As.
Between 1990 Kong, Singapore has been both a source and target of intra-regional M&A.
In order to better understand the main drivers of M&A, we estimated an augmented model using panel data comprising almost 3000 source-host country pairs from 2000 to 2007 involving both developed and developing economies. The aim was to develop a relatively parsimonious model which includes commonly-used determinants as well as a focus on specific financial risk variables. To this end we followed the basic gravity type framework which argues that market size and distance are important determinants in the choice of location of direct investment's source countries. The model fits the data quite well. In addition to the usual gravity variables, we find that certain financial liquidity and risk variables along with the financial openness in the host countries appear to be important in determining the M&A flows, particularly with regard to intra-(developing) Asian M&A flows. In this regard, the ongoing global financial crisis is likely to sharply curtail the extent of cross-border M&A transactions, at least temporarily. Beyond attempts by governments to ease domestic liquidity sharply, at a time of depressed macroeconomic conditions, they would be well-advised to focus on reviewing possible microeconomic and regulatory factors that might hinder cross-border M&A transactions. Adjusted R-squared 0.26
Notes: 1/ Robust standard error in parentheses. 2/ * significant at 10%; ** significant at 5%; *** significant at 1%. 3/ Year dummies, source countries dummies, inverse Mills' ratio, and constant are not shown.
Source: Authors calculations. 
